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purposes of the preceding sentence, the
rules of §1.861-8 shall apply (with cred-
itable expenditures treated in the same
manner as deductible expenditures).

(d) Definitions. For purposes of this
section:

(1) The rules of §1.937-1T shall apply
for determining whether an individual
is a bona fide resident of Puerto Rico.

(2) The rules of §1.937-2T shall apply
for determining whether income is
from sources within Puerto Rico.

(e) Effective date. This section shall
apply for taxable years ending after Oc-
tober 22, 2004.

[T.D. 9194, 70 FR 18934, Apr. 11, 2005, as
amended by T.D. 9248, 71 FR 5001, Jan. 31,
2006]

§1.934-1 Limitation on reduction in
income tax liability incurred to the
Virgin Islands.

[Reserved]. For further guidance, see
§1.934-1T.

[T.D. 9194, 70 FR 18935, Apr. 11, 2005]

§1.934-1T Limitation on reduction in
income tax liability incurred to the
Virgin Islands (temporary).

(a) General rule. Section 934(a) pro-
vides that tax liability incurred to the
United States Virgin Islands (Virgin Is-
lands) shall not be reduced or remitted
in any way, directly or indirectly,
whether by grant, subsidy, or other
similar payment, by any law enacted in
the Virgin Islands, except to the extent
provided in section 934(b). For purposes
of the preceding sentence, the term
“tax liability”” means the liability in-
curred to the Virgin Islands pursuant
to subtitle A of the Internal Revenue
Code, as made applicable in the Virgin
Islands by the Act of July 12, 1921 (48
U.S.C. 1397), or pursuant to section
28(a) of the Revised Organic Act of the
Virgin Islands (48 U.S.C. 1642), as modi-
fied by section 7651(5)(B).

(b) Ezception for V.I. income—(1) In
general. Section 934(b)(1) provides an
exception to the application of section
934(a). Under this exception, section
934(a) does not apply with respect to
tax liability incurred to the Virgin Is-
lands to the extent that such tax liabil-
ity is attributable to income derived
from sources within the Virgin Islands
or income effectively connected with

§1.934-1T

the conduct of a trade or business with-
in the Virgin Islands.

(2) Limitation. Section 934(b)(2) limits
the scope of the exception provided by
section 934(b)(1). Pursuant to this limi-
tation, the exception does not apply
with respect to an individual who is a
citizen or resident of the United States
(other than a bona fide resident of the
Virgin Islands). For the rules for deter-
mining tax liability incurred to the
Virgin Islands by such an individual,
see section 932(a) and the regulations
thereunder.

(3) Computation rule—(1) Operative
rule. For purposes of section 934(b)(1)
and this paragraph (b), tax liability in-
curred to the Virgin Islands for the
taxable year attributable to income de-
rived from sources within the Virgin
Islands or income effectively connected
with the conduct of a trade or business
within the Virgin Islands shall be com-
puted as follows:

(A) Add to the income tax liability
incurred to the Virgin Islands any
credit against the tax allowed under
mirrored section 901(a);

(B) Multiply by taxable income from
sources within the Virgin Islands and
income effectively connected with the
conduct of a trade or business within
the Virgin Islands (applying the rules
of §1.861-8 to determine deductions al-
locable to such income);

(C) Divide by total taxable income;
and

(D) Subtract the portion of any cred-
it allowed under mirrored section 901
(other than credits for taxes paid to
the United States) determined by mul-
tiplying the amount of taxable income
from sources outside the Virgin Islands
or the United States that is effectively
connected to the conduct of a trade or
business in the Virgin Islands divided
by the total amount of taxable income
from such sources.

(ii) Limitation. Tax liability incurred
to the Virgin Islands attributable to
income derived from sources within the
Virgin Islands or income effectively
connected with the conduct of a trade
or business within the Virgin Islands,
as computed in this paragraph (b)(3),
however, shall not exceed the total
amount of income tax liability actu-
ally incurred.

133



		Superintendent of Documents
	2010-03-03T00:22:23-0500
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




